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THE REVISION OF REGULATION X 


N October of last year I wrote: “In my opinion the greatest danger to the 
| continuation of a free government in the United States lies in the strong pos- 

sibility that the inflation psychology has now gone so far that it cannot be 
stopped.” This was written right after the Board of Governors of the Federal 
Reserve System had imposed Regulation X on the construction of new homes. I 
predicted then that vigorous efforts would be made to nullify it by a coalition of 
those starry-eyed social theorists who believe that the prospective home owner 
without money is being deprived of his right to buy a houseand those business 
interests whose business is adversely affected by a moderation of the building 
boom of 1950. 


The table on the following page shows the down payment requirements of Regu- 
lation X as originally established, with the revised requirements in red. The orig- 
inal requirements were in many cases less than a prudent lender would insist on 
in an unguaranteed loan. The insuring or guaranteeing of any loan larger than 
that is a subsidy which may eventually fall back on the taxpayer. The revised 
figures are so liberal that they will have little effect in themselves in slowing the 
rise in real estate credit. Unfortunately, my fears were well founded, and Regu- 
lation X has now been so thoroughly weakened that its value as a retardant to infla- 
tion is gone. 


The rapid increase of mortgage debt during the last few years, particularly on 
one- to four-family nonfarm dwellings, is graphically shown by the chart on page 
459 based on figures of the Home Loan Bank Board. At the end of 1950 the total 
outstanding debt on nonfarm home mortgages stood at $46.9 billion - the highest 
level on record. Gross home loans made during the year 1950 amounted to $16 
billion, while reductions in the home debt totaled $8.2 billion. This resulted in an 
annual net increase of $7.8 billion - the largest year-to-year increase to date. The 
increase in net home mortgage debt from 1925 to 1930 was only 53%, and this was 
followed by the high foreclosure rates of the thirties. The increase in the net home 
mortgage debt from 1945 through 1950 is approximately 148%, in spite of the amor- 
tized loans. I am not at this point, however, discussing this debt from the stand- 
point of real estate but from the standpoint of inflation fuel. 


The decrease in the purchasing power of the dollar in the last twelve years has 
confiscated more than half of the savings deposits and life insurance of 1939 and 
large percentages of the savings of every year since. Those who have saved have 
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been defrauded of a portion of their savings by inflation, and those who have spent 
their entire incomes currently have gained. 


As pointed out many times in these reports, inflation results when the supply 
of money and credit in the hands of consumers increases faster than the supply of 
goods and services available for purchase. The supply of money and credit has 
been augmented primarily by the increase in both public and private debt, but also 
by the actual printing of currency no longer backed by gold. 


In the United States at the present time we are faced with a dilemma. Just so 
soon as we stop inflating, many segments of our economy will get into trouble as 


TABLE OF MINIMUM DOWN PAYMENTS UNDER OLD REGULATIONS 
COMPARED WITH PRESENT DOWN PAYMENT REQUIREMENTS 


Non-veteran Veteran 
(FHA and conventional) (GI loans) 
Value Down payment Down payment 
(Transaction Percent Amount Percent Amount 
price) Old New Old New Old New Old New 


$ 5, 000 10.010.0$ 500 $ 500 
6, 000 14.2 10. 850 600 


0 10.0 $ 250 $ 200 
2 10.0 

7, 000 17.1 10.0 1,200 700 
4 15.0 
1 15.0 


0 
0 250 240 
.0 500 280 
8, 000 19.4 15. 1,550 1,200 0 
9, 000 21.1 15. 1,900 1,350 0 


750 480 
1, 000 540 
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10, 000 23.015.0 2,300 1,500 
11, 000 24.5 20.0 2,700 2,200 
12, 000 25.8 20.0 3,100 2,400 
13, 000 26.9 23.1 3,500 3,000 
14, 000 27.9 25.7 3,900 3,600 


1, 300 600 
1, 600 880 
1, 900 960 
2,450 1,790 
3,000 2,620 
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15, 000 28.7 28.0 4,300 4,200 
16, 000 31.9 31. 5,100 5, 000 
17, 000 34.7 34.1 5,900 5,800 
18, 000 37.2 36.7 6,700 6,600 
19, 000 39.5 38.9 7,500 7,400 


3,550 3,450 
4,300 4,200 
5,050 4,950 
5,800 5, 700 
6,550 6,450 


an © =] 


20, 000 41.5 41.0 8,300 8,200 
21, 000 43.8 43.3 9,200 9,100 
22, 000 45.9 45.5 10,100 10,000 
23, 000 47.8 47.4 11,000 10,900 
24, 000 49.6 49.2 11,900 11,800 


7,300 7,200 
8,150 8,050 
9,000 8,900 
9,850 9,750 

10,700 10, 600 
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they have already been pushed past reasonable limits. On the other hand, it is be- 
coming increasingly difficult to raise the necessary funds to increase public debt 
without resorting to monetary policies which will increase still faster the rise in 
prices and the further deterioration of the dollar. 


As an election is coming up next year, it is my opinion that we will continue to 
inflate regardless of its long-term effects. Hence Federal deficits must be met 
either by reducing Federal budgets and shrinking Federal payrolls right before an 
election or money must be borrowed, either from the public, or from the banks. 


Borrowing from the public is done primarily through savings bonds. Only dur- 
ing the last few years have savings bonds had to compete in the market place on 
their merits. Prior to that they were sold primarily on a patriotic appeal basis. 
This appeal is now being revived. The indications are, however, that an insuf- 
ficient amount can be sold to raise additional money, as redemptions are exceeding 
new Sales. Bonds sold during the past ten years are going to mature in increasing 
amounts during the next few years. This is apparent from the fact that in 1941, 
the first year in which *E” bonds were sold, only $203 million were sold. Since 
these bonds run for ten years, all of those which have not been redeemed before 
maturity will mature this year. Nine years ago, however, sales of “E” bonds ran 
$3.5 billion, and these will mature next year. In 1953 ten years will have elapsed 
on sales of $8. 25 billion, and in 1954, $11.8 billion. If redemptions are exceeding 
new sales now, there is little chance of even staying even in the period ahead. 
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One of the reasons for the unpopularity of “E” bonds is the low rate of interest 
in an inflationary period. Paying only 2.9%, if held to maturity, the purchasing 
power of the returned principal plus accrued interest on *E” bonds sold in 1941 
is only 75.6% of the purchasing power paid for them ten years ago. Ifall *E” 
bonds which have been sold in the last ten years were redeemed today with accrued 
interest, the loss in purchasing power would be 20.1%. This is certainly a nega- 
tive rate of interest. 


If bonds cannot be sold to the public in sufficient quantity and if we persist in 
running Federal deficits, we must either sell bonds to the banks or print green- 
backs. Of the two, I would prefer printing greenbacks. The effect of the two is 
exactly the same, but the advantage of the direct inflation is that the public would 
become alarmed and would insist on stopping the presses. The public will never 
understand the full implications of selling bonds to the banks, and for that reason 
no popular clamor can ever be expected to stop inflation engendered in that manner. 


In the 1920’s the big real estate boom and the stock market boom occurred 
primarily because of the increase in private debt at that time. The increase in 
private debt in the period we have just come through has been much greater and 
has occurred simultaneously with the increase in public debt. I am afraid that the 
increase in public debt cannot be stopped, but at best can be retarded. I am, 
therefore, greatly concerned with the additional heavy increase in mortgage debt. 


The original Regulation X to me was not only a definite tool to halt the rise, 
but was a symbol of the will to take the hard course, placing long-term objectives 
and the financial soundness of our economy above the short-term easy and pleasant 
course. This course, if persisted in, will destroy the America we love as it has 
destroyed many civilizations in the past. Inflationary periods are not new, but 
have existed wherever spendthrift governments have lacked the courage to assess 
the cost of their profligacy in taxes. Apparently, we learned little from the past, 
and continue as many nations have done before us to try to create wealth by in- 
creasing currency and credit. 


History with all her volumes vast 


Hath but one page* 








*Byron, Childe Harold, Canto IV, st. 108. 
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